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UNITED STATES-CHINA TRADE RELATIONS
AND RENEWAL OF CHINA’S MOST-FAVORED-
NATION STATUS

TUESDAY, JUNE 11, 1996

HOUSE OF REPRESENTATIVES,
COMMITTEE ON WAYS AND MEANS,
SUBCOMMITTEE ON TRADE,
Washington, DC.
The Subcommittee met, pursuant to notice, at 10:13 a.m., in
room 1100, Longworth House Office Building, Hon. Philip M. Crane
(Chairman of the Subcommittee) presiding.
[The advisory announcing the hearing follows:]
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ADVISORY

FROM THE COMMITTEE ON WAYS AND MEANS
SUBCOMMITTEE ON TRADE

FOR IMMEDIATE RELEASE CONTACT: (202) 225-6649
June 7, 1996
No. TR-25

Crane Announces Hearing On
U.S.-China Trade Relations And
Renewal Of China’s Most-Favored-Nation Status

Congressman Philip M. Crane (R-IL), Chairman of the Subcommittee on Trade of the
Committee on Ways and Means, today announced that the Subcommittee will hold a hearing
on U.S.-China trade relations, including the issue of renewing China’s most-favored-nation
(MFN) status. The hearing will take place on Tuesday, June 11, 1996, in the main
Committee hearing room, 1100 Longworth House Office Building, beginning at
10:00 a.m.

Oral testimony at this hearing will be heard from invited witnesses. Also, any
individual or organization may submit a written statement for consideration by the Committee
or for inclusion in the printed record of the hearing.

BACKGROUND:

Non-discriminatory MFN trade status was first granted to the People’s Republic of
China on February 1, 1980, and has been extended annually since that time. Annual
extensions are granted based upon a Presidential determination and report to Congress that
such an extension will substantially promote the freedom of emigration objectives in Title 1V
of the Trade Act of 1974, the so-called Jackson-Vanik amendment. Subsections 402 (a) and
(b) of the Trade Act set forth criteria which must be met, or waived by the President, in order
for the President to grant MFN status to non-market economies such as China.

The annual Presidential waiver authority under the Trade Act expires on July 3 of each
year. The renewal procedure requires the President to submit to Congress a recommendation
for a 12-month extension by no later than 30 days prior to the waiver’s expiration (i.e., by no
later than June 3). The waiver authority continues in effect unless disapproved by Congress
within 60 calendar days after the expiration of the existing waiver. Disapproval, should it
occur, would take the form of a joint resofution disapproving the President’s determination ta
waive the Jackson-Vanik freedom of emigration requirements for China.

FOCUS OF THE HEARING:

The focus of the hearing will be to evaluate overall U.S. trade relations with the
People’s Republic of China, and to consider the extension of MFN status for China for an
additional year on the basis of that country’s emigration performance. The Subcommittee will
be interested in hearing testimony on China’s emigration policies and practices; on the nature
and extent of U.S. trade and investment ties with China and related issues; and on the
potential impact on China, Hong Kong, Taiwan, and the United States of a termination of
China’s MFN status.

DETAILS FOR SUBMISSION OF WRITTEN COMMENTS:

Any person or organization wishing to submit a written statement for the printed
record of the hearing should submit at least six (6) copies of their statement by the close of
business, Tuesday, June 18, 1996, to Phillip D. Moseley, Chief of Staff, Committee on Ways
and Means, U.S. House of Representatives, 1102 Longworth House Office Building,
Washington, D.C. 20515. If those filing written statements wish to have their statements
distributed to the press and interested public at the hearing, they may deliver 200 additional
copies for this purpose to the Subcommittee on Trade office, room 1104 Longworth House
Office Building, at least one hour before the hearing begins.

(MORE)



FORMATTING REQUIREMENTS:

Ench statement presented for printing to the Committee by & witness, any written statement or exhibit submitted for the printad record
or any written comments in rasponss 0 & request for writien commexts must conform to the guidelines listad below. Any statsment or
oxhibit ast in compliance with these guidelines will met be printed, but will be maintained in the Committes files for review and use by the
Committee.

1. All statesaents and apy accompanying exbibits for printing must be typed in single apace on lagalsizs paper and may not
ledlon‘u )

Copies of whole documants submmitted as exhibit material will not be aceepted for printing. Instasd, exhihit matarial shoald be
nlmnlnmunnﬂnnd. All oxhibit material not meeting these spocifications will be maintained in the Commlitee Mles for
review aad use by the Cammittes.

3 Satements must contala the name and capacity In whick the witneas will appear or, for writtan comments, the name and
capacity af the parsco submitting the statement, as well ax any clionts or persous, of any rganiration for whom the witaess appears or for
‘whem the statamant is submitted

4 A sheet muat sach Hsting the name, full address, a telepkone sumber whers the witness
ar the designated representative may be reached and a topical cutiine or summary of the camments and recommendaticns in the full
statement. This sepplemental aheot will not be incinded In the printed recard

‘The above restrictions and Kmitations apply only to matarial betug submitted for printing. Statements and ashibits or supplementary
material mbmitted solely for distribution to the Members, the press and the publie during the course of a public hearing may be sobmitiad In
other forms.

Note: All Committee advisories and news releases are now available over the Internet at
GOPHER.HOUSE.GOV, under "THOUSE COMMITTEE INFORMATION’.
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Chairman CRANE. Good morning. This is a meeting of the Ways
and Means Trade Subcommittee to review the critical issue of Unit-
ed States-China trade relations.

On an annual basis, as required by 1974 Jackson-Vanik statute,
Congress considers the question of renewing China’s MFN trade
status. We must continue to emphasize that MFN is normal or
standard trade treatment, uniform among 150 U.S. trading part-
ners. I believe it is misleading to characterize MFN as exceptional
or special tariff treatment.

My colleagues know that I am a strong supporter of expanding
trade relations with China as the most effective way to promote
change and improve human rights. The annual process of subject-
ing the United States-China trade relationship to a hostile vote in
Congress is harmful to our deeply felt goals of freedom and pros-
perity for the Chinese people. It simply does not increase our lever-
age or our influence in China.

I am encouraged by the growing view among the U.S. business
community that the Jackson-Vanik statute should be revised to re-
flect the importance of the Chinese economy to long-term U.S.
interests in Asia.

I would now like to yield to my distinguished colleague from New
York, Mr. Rangel, for an opening statement and for everyone to
wish him happy birthday, which is this great day. [Applause.]

Mr. RANGEL. Thank you.

Chairman CRANE. I want to thank the witnesses in advance for
their prepared testimony, and ideally, if you can try and confine
any opening remarks to 5 minutes, any extended remarks will be
made a part of the permanent record.

Now [ yield to the birthday boy.

Mr. RANGEL. Thank you, Mr. Chairman. I might heartily add
that I hope that no one treats me any differently today than any
other celebrity. [Laughter.]

Thank you for holding today’s hearing. We all agree that China
poses one of the most significant trade and foreign policy chal-
lenges for the United States. I hope that this hearing and the pro-
posed renewal of China’s most-favored-nation status would shed
more light on the problems that we face, China and therefore the
world.

We have to really try to decide how we are going to wrestle with
and handle the ever-growing $34 billion trade surplus that China
has with the United States. I, for one, do not understand and hope
I never understand the way China believes it can continue to vio-
late our intellectual property rights and ignore the vast amount of
time, money, and research that we put into what is our most
valuable export.

It is true that trading with China does provide many jobs for the
people in the United States and around the world, but notwith-
standing that, I think that China should be placed on notice that
this country cannot afford to have its assets just stolen and pirated
because of some difference in culture, as I understand it from those
who are China watchers.

In any event, the President is correct that we should not just ar-
bitrarily cutoff trade with China. It is too serious a question for us
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to treat that way. The question of human rights continues to be a
very important subject that will remain on our agenda.

I just hope that it is abundantly clear to all that I am a strong
supporter of the U.S. intellectual property rights, and in this re-
gard, I cosponsored H.R. 3421, to impose increased tariffs on
Chinese products until the President certifies that China complies
with the agreement to protect intellectual property rights. I also
support strict monitoring of the United States-China Bilateral Tex-
tile Agreement, especially provisions related to transshipment of
textiles through other countries.

If we decide, and I know we will, to support China’s continued
MFN status, we must nevertheless identify and consider other op-
tions available to effectuate changes in China, if our current poli-
cies over time, and I do not know how much time, fail to produce
the desired results, not only for us, but for the rest of the world.
I suggest a stronger Congressional role in China’s accession to the
WTO and hope that the Trade Subcommittee would discuss this
idea in depth at the appropriate time.

I would want my friend, Mr. Solomon, who is a fellow New
Yorker, to know that the way the Chinese treated me on November
30, 1950, on the Yalu River has nothing to do with my position
today. I look forward to this hearing and I thank you for calling
it.

[The opening statement follows:]

OPENING STATEMENT OF HON. CHARLES B. RANGEL

Mr. Chairman, thank you for holding today’s hearing. We would all agree that
China poses one of the most significant trade and foreign policy challenges for the
United States.

1 hope that this hearing on United States-China trade relations and the proposed
renewal of China’s Most-Favored-Nation status will shed more light on the broader
questions and challenges confronting the United States in China.

On the trade side, we must determine how to best address China’s burgeoning $34
billion trade surplus with the United States; China’s piracy and gross violations of
Intellectual Property Rights; discriminatory entry barriers in China to U.S. trade
and investment; and, Chinese accession to the World Trade Organization (WTO).

On other fronts, we cannot ignore the cries and aspirations inside China for jus-
tice and democracy. We must continue to aggressively confront and condemn
China’s disregard for human rights, the revocation of liberties for masses of people,
and the blatant disres(,ﬁ:ect for the due process of law.

China must also adhere to the spirit and letter of nonproliferation. The United
States, as the leader and champion of freedom, peace and democracy, must pursue
policies that will assure China’s respect for these fundamental principles.

While these principles can be applied within the context and dignity of a country’s
culture~-the basic universal principles of humanity must not be compromised.

I have heard credible arguments both pro and con regarding the use of MFN to
bring about constructive change in China.

As a backdrop to this debate, we must keep in mind China’s immense importance
as one of our largest trading partners—with nearly 200,000 U.S. jobs tied to over
$55 billion in bilateral trade. China's enormous size as the third largest economy
in the world with over of 1.2 billion ple; and, U.S. security interests in Asia are
also interconnected to overall U.S. policy towards China.

Parenthetically, I would alse note with interest that in 1995, New York’s exports
to China totaled over half a billion dollars—rising at a rate of almost 40% in two
years.

The Clinton Administration has sought to navigate U.S. trade and foreign policy
through this web of challenges and competing priorities. President Clinton has de-
cided to renew MFN for China for another year in the context of his overall policy
of constructive engagement with China.

I have been asked by the Administration to support this policy even though there
is no strong evidence to suggest that this policy has resulted in tangible benefits
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for the United States in terms of a reduction in the bilateral trade deficit or a less-
ening of human rights abuses. Apparently more time and patience are needed.

Nonetheless, 1 hope that the Administration officials present today can further
clarify how we can develop a constructive framework witﬁ China that will advance
U.S. policy objectives in both trade and human rights without resorting to a
withdrawal of MFN.

On other matters, I am a strong supporter of U.S. intellectual property rights. In
this regard, (co-sponsored H.R. 3421 to impose increased tariffs on Chinese products
until the President certifies that China complies with the agreement to protect intel-
lectual property rights.

1 also support strict monitoring of China’s bilateral textile agreement-—especially
provisions related to performance on transshipments of textiles through other
countries.

If we decide to support China’s continued MFN status, we must, nonetheless,
identify and consider other options available to effectuate change in China, if our
current policies over time fail to produce desired results.

Some have suggested, for example, a stronger Congressional role in China’s acces-
sion to the WTO. I would hope that the Trade Subcommittee would discuss this idea
in depth at the appropriate time.

Mr. Chairman, 1 look forward to this hearing this morning and hope that these
issues will be addressed by our witnesses.

Chairman CRANE. I would like to yield at this time to Ms. Dunn.

Ms. DuNN. Thank you very much, Mr. Chairman.

I come from the Nation’s most trade-dependent State, Washing-
ton State, so the question of United States-China trade is crucial
to the folks 1 represent here in Congress. In fact, Washington State
ranks among all 50 States number one in exports to China.

I believe that trade with China promotes change. U.S. trade and
investment teaches the skills of free enterprise that are fundamen-
tal to a free society. For instance, in my home State, we export a
number of U.S. products, from aircraft to software. Every single
airplane and every single CD carry with them the seeds of change.
These products further serve to unleash the free market desires of
the Chinese people. It is in our national interest to move China
toward a free market enterprise.

Now let me address directly the issue of China MFN, one of the
great misnomers of our time. MFN status is not a concession and
does not mean that China is getting preferable trade treatment.
Let me state this again. MFN is not a tariff preference or a form
of special treatment. It is the cornerstone of commercial relations
between the United States and any foreign country.

I am working with a number of my colleagues in the other body
on legislation to eliminate this misnomer once and for all. The most
confusing point in this debate for the public is that “most-favored-
nation” status is nothing of the kind. As Senator Moynihan and as
Chairman Crane have pointed out, MFN really means “normal
trade relations.” We should call it “NTR” instead of “MFN.”

Again this year, I proposed that we use the following criteria to
find the answer on difficult MFN cases like China. I believe these
criteria must become our compass in our decision. We should ex-
tend normal trade relations or MFN to a nation if they allow U.S.
investors and advisers in, the rule of law is advancing in that coun-
try, a multilateral action is unattainable or unsustainable, and we
have that nation’s assistance on a critical geopolitical issue.

Conversely, we should deny normal trade status to governments
abusing their people if an effective multilateral action is doable and
the United States can expect no help from that government on
other critical geopolitical issues, if they do not allow U.S. employers
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i)r advisers into their country, or if they do not respect the rule of
aw.

Last year, I believed China met the test for normal trade status
and I continue to believe the same thing now. Indeed, I would take
it one step further by stating that the burden of proof is on those
who deny normal trade status with China. They must prove that
an active protest would demonstrably improve the human rights
situation in China or that it would address grinding poverty or that
it would lessen religious persecution. I submit that the only thing
we know for sure right now is that such an act of protest would
increase unemployment and suffering here in the United States.

Thank you, Mr. Chairman.

[The opening statement of Ms. Dunn follows:]
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Thank you Mr. Chairman.

I come from the nation’s most trade-dependent state, so the question of US-China trade
is crucial to the people 1 represent in Congress. In fact, Washington state ranks first among all
50 states in exports to China.

Today, of course, U.S.-China trade relations are within the larger context of the overall
U.S.-China relationship.

Clearly, our overall China policy must be revisited. Under our form of government, the
Executive Branch bears the responsibility for our policy. Yet, the Congress can and should be
a valuable partner in this review.

Together, we must make clear to the Chinese that their participation in the world economy
and in international security arrangements can only come about with concrete evidence that China
is abiding by norms of international behavior.

Let me be clear: disengagement will not help us understand China. The only way we can
accomplish this is to continue our policy of engagement. We must speak -- not to the Chinese,
but rather with them -- in a clear dialogue. That can help China to transform in a peaceful and
stable way which is clearly in our national interest.

A key subset of that overall China policy, of course, is trade.

Trade with China promotes change. US trade and investment teaches the skills of free
enterprise that are fundamental to a free society. For instance, in my home state of Washington,
we export a number of U.S. products, from aircraft to software. And every single airplane and
every single CD carries with it the seeds of change. These products serve to further unieash the
free-market desires of the Chinese people. And let me just say that ] will take the word of
Americans working in China over the word of bureaucrats working in Washington, D.C. when
it comes to whether or not our commercial engagement is having a positive effect on China.

I would like to speak for a moment on the issue of China MFN -- one of the great
misnomers of our time!

MFN status is not a concession and does not mean that China is getting preferable trade
treatment. Let me state this again: MFN is not a tariff preference or a form of special treatment.
It is the comerstone of commercial relations between the United States and any foreign country.

I am working with a number of my- colleagues in the other body on legislation to
eliminate this misnomer once and for all. The most confusing point in this debate for the public
is that "most favored nation” status is nothing of the kind. As Sen. Moynihan has pointed out,
MFN really means "normal trade relations." We should call it NTR rather than MFN.



The China MFN issue has been hung up on two competing policy goals: Is our geal to
maximize our own U.S. jobs? Or is it to make the cause of human rights primary as a means to
achieving our best long-term trade interests?

The answer, I belicve, is both. The goals are not mutually exclusive.

Apgain this year, 1 proposed that we use the following criteria to find the answer on
difficult MFN cases like China's: I believe these criteria must become our compass. We should
extend normal trade relations, or MFN, to a nation if:

They allow U.S. investors and advisors in...

The rule of law is advancing in that country...

A multilateral action is unattainable or unsustainable...

Or we have that nation’s assistance on a critical geopolitical issue...

Conversely, we should deny normal trade status to governments abusing their people if:

An effective multilateral action is doable...

And the U.S. can expect no help from that government on other critical
geopolitical issues...

They do not allow U.8. employers or advisors into their country...

They do not respect the rule of law...

Last year, [ believed China met the test for normal trade status and I continue to believe
the same now.

Indeed, I would take it one step further by stating that the burden of proof is on those who
who deny normal trade status with China. They must prove that an act of protest would
demonstrably improve the human rights situation in China, how it would diminish suffering, how
it would address grinding poverty, or how it would lessen the religious persecution now practiced
in China. I submit that the only thing we know for sure is that such an act of protest would
increase unemployment and suffering in the United States.

There is a better way. The President should tum a moral spotlight on, for instance, the
religious persecution practiced against Chinese citizens by following through on his piedge to
create a special advisory office to the President on such matters. Unfortunately, the President has
yet to live up to a promise to do precisely that.

Actions like that -- targeted at the problem rather than at American workers -- is far more
likely to achieve the goals we all share of expanding human rights and expanding trade.

Thank you, Mr. Chairman.
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Chairman CRANE. Thank you.

Now I would like to yield to our first witness, our distinguished
colleague from New York, Mr. Solomon, who has a long record in
Congress on this issue.

STATEMENT OF HON. GERALD B. SOLOMON, A REPRESENTA-
TIVE IN CONGRESS FROM THE STATE OF NEW YORK

Mr. SoLomoN. Thank you very much, Mr. Chairman and
Ranking Member Rangel. Charlie, if I might, welcome to us senior
citizens. We appreciate your company.

Mr. RANGEL. What do you mean, “we senior citizens”?
[Laughter.]

Mr. SOLOMON. Mr. Chairman, I also would like to just say that
looking at this distinguished panel, you certainly seem to epitomize
intelligence and common sense. Therefore, when this hearing is
over and you mark up this legislation, I hope you use that good
common sense and intelligence in favorably reporting this biparti-
san Rohrabacher, Solomon, Pelosi, Smith, Kaptur, and Cox resolu-
tion of disapproval. That is what we are here to talk about today.

Mr. Chairman, I guess I have been coming before this
Subcommittee so many years now to talk about this issue it seems
like deja vu. I think you all know my views on this issue, so I will
be as brief as possible. But to complete the record so that I do not
take up too much of your time, I would like to ask unanimous con-
sent to submit the excellent article by Robert Kagan that appeared
in The Weekly Standard this past week, if I might, Mr. Chairman.
Do I have unanimous consent, sir?

Chairman CRANE. Yes, it will be inserted.

[The following was subsequently received:]
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MOST FAVORED NATION—OR
MOST APPEASED?

By Robert Kagan

ill Clinton’s announcement last week that he

will seek unconditional renewal of China’s

most-favored-nation status is the latest evi-
dence of a metamorphosis remarkable even for this
president. Though he relentlessly attacked the Bush
administration’s Chins policy as bereft of human-
rights concerns during his 1992 candidacy, in office
Clinton has b the spiricual godson of Henry
Kissinger. After 3 very brief flirtation with risky origi-
nality, Clinton has sought safety in the conventional
wisdom of the bipartisan foreign policy and business
elite, in which he stands shonlder to shoulder with his
presidential rival, Bob Dole,

Incoherence on China is not unique to Bill Clin-
ton’s foreign policy. It has been a problem for polit-
cians of both parties since the late 1980s. The collapse
of the Soviet Union and its Communist empire swept
away the original foundation on which the Sino-
American rapprochement was built in the early 1970s.
Americe’s interests and priorities have shifted as poli-
cymakers must now grapple with how to manage a
world in which the United States is the sole super-
power. At the same time, Ching’s place in the constel-
lation of global powers has shifted; from its position as
the weskest side of the Sino-Soviet-American trisngle
s recendy as 10 years ago, China seems poised over
the coming decade to becom the principal challenger
to American dominance of the world order.

The lack of clarity and resolve in American policy
wwardChmnodnyudnemthgﬁilmofpohqu
a3z to gnize these ch and
m-negytodalmththun.'numxlthubemm
than incoherence. American policies these days are
starting to look & lot like the kind of sppessement that
eventually leads to disaster.

Twenty-five years sgo, the logic of the U.S.-China
relationship was clear. At 2 time when American pow-
er seemed in Vietnam-ssturated decline, Richard
Nixon and Heary Kissinger were searching for quick
and casy ways of redressing the incressingly unfavor-
sble U.S.-Soviet balance while shoring up Nixon's
political standing at home. Playing the “Chins card”
looked like 2 brilliant strategic gambit, a simple mar-
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ter, as Kissi lled in his of “align{ing]
oneself with the weaker of two antagonistic partners,
because this acted as a restraint on the stronger.”
Kissinger did not share the view of State Department
Sinophiles that good relations with China were a wor-
m:adinthnndmhemdueddmnnmm
the end of sh Soviet behavior and induci
Soviet leaders to accept the outstretched hand of
détente. Indeed, 28 former Kissinger aide Peter W.
Rodman has noted, the real purpose of "triangular
diplomscy” was not 1o forge a permanent strategic
partnership with China sgainst Russia but “to secure
better relations with both™

The shift to & more enduring strategic partmership
wuh(:hmlamedunnz the Caner administration
under the direction of ity adviser Zbig-
aiew Brrezinski. Alarmed a the Soviet Union’s
incressing sdventurousness ia the Third World from
Africa 10 Southeast Asia, Brzezinski sought to involve
the Chinese more directly on the U.S. side in the
worldwide anti-Soviet struggle. Kissinger simed at
playing both Communist giants against each other,
but Brzezingki in 1978 traveled to Beijing to tell Deng
Xiaoping that the United States had “made up its
mind'mdhdchuenmn'l‘hepricuhe&nu
sdministration willingly paid for this new strategic
pertnership was the completion of the process of aor-
mdmnN‘mhdbqun.mduﬂngthzmwn
of U.S. mogmuonof'mmlx.i\mn-lauwm;n
policy circles, Brzezinski’s actions firmly established
memnmtbmmmonmewemdhg
strategic i of US.-Chinese relations.

The world of the 1970 looked very different from
todsy’s, however. The West was suffering from a para-
Iyzing loss of confidence in its institutions and its 1ib-
eral valucs. Communism still seemed to many around
!heworld,lndevenwwmemtheUmuedSma,a
viable if not superior alternative to capitalism. The
great, résurgent successes of liberal capitalism—the
Rupnbmmhut.thenuofdmeconomc'ugm’m
East Asia—luay in the future. The policymakers of the
19703 eould ot cvea have begun to imsgine the
id Jution that began in the
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1920s ia Latin America and Asis and then spread to
Central and Bastern Europe and Russis. Instead, the
United States was surrounded by dictatorships in its
own hemisphere and maintained supportive relations
with them and many others around the world.

In luch a world, the sustegic value of American

app and then par hip with & C -
nist China seemed to out-
weigh the sacrifice of Ameri-
can ideals such- & relation-
been willing to “sup with
the devil” in order to defeat
Hitler; few questioned the
logic of closer U.S.-Chinese
ties in a world where democ-
racy and capitalism scemed
to be imperiled by an
expanding Soviet empire. In
a world filled with dictator-
ships of both the left- and
right-wing varieties, more-
over, few belicved the Unit-
ed States could afford to be
picky about how its allies
governed themselves.

Which is not to say that
everyone in the United
States was enthusisstic
about the new partnership
with Communist China.
Conservative Republicans, *
including the old *China
Lobby” with its bitter mem-
ories of (949 and the
“betrayal” of Chisng Kai-
shek, opposed some ele-
ments of the new course—
especislly when it was con-
ducted by the Democratic
administration of Jimmy
Carter. Thus Robert Dole,
although 2 devoted support-
er of Nixon, vigorously

pposed Carter’s lization of relations with Chi-
na at the end of 1978. After normal ties were estab-
lished, a3 Jim Mann of the Los Angeles Times has
recently noted, Dole called on the White House to
invite the president of Teiwan to Washington. From
the floor of the Senate in 1979, he insisted that the Thi-
wan Relstions Act must not Jeave America’s old ally
aggression by America’s new ally.

q4

undefended against
And when Carter p

P
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mmnuumm&mmlm,bokledmcoppouuon
and i d denying it to any nation
tht.l:.kcdnm.hndnotyﬂumed!hcnudurnon-

tresty.

Despite these efforts by its Republican allies, how-
ever, the suthoritarian regime in Thiwan had & difficult
time winning much support in the United States. The
dowminant view of American
policymakers in both parties
was that holding the prized
China card was essential to
America’s strategic  well-
being and that other
issues—like sentimental ties
to Thiwan, like the sharp
ideological differences
betweer. Ching and the
United States—had to be set
sside.

The resurgence of Amer-
ican power and will under
Ronald Resgan ought to
have changed this and many
other calculations. And to
some extent during the
1980s, it did. Reagan, who
had achieved preeminence
in the Republican party
partly by leading a crusade
against the Nixon-Kissinger
foreign policy, did not share
Kissinger’s and Brzezinski's
strong sttachment to the
Chins card. Reagan himself
was a longtime supporter of
. Thiwan, and as Peter Rod-
man pomu out, in the Rea-

tality sbout China.”

There was slso strategic logic to the Reagan admin-
istration’s de-cmphasis of the relationship with China.
At a time when Reagan was determined to challenge
the Sovicts directly on all fronts, both militarily and
ideologically, a Chins policy born in & time of strategic
weakness was less compelling: Resgan simply didn’t
belicve he neoded China as much a3 Nixon and Carter
had.

The worldwide ideological offensive that Reagan
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launched at the start of his sccond year in office, more-
over, could not fail to affect the aature of relstions
between the United States and China. By the mid-
1980s, much ot‘ the world appeared to be moving
steadily in the di of liberal ics and lib-
eral g The dire cif thet had giv-
mbmmmeus-(hmmmcpammhxpmthe
l”&mupldlygmnym the 19805 0 & new
that

ds jon of

on the acute ideological differences between the two
countrics. Indeed, after Tiananmen, China emerged as
the most powerful opponent of American liberal prin-
ciples in the world.

In the ensuing years, China would significantly
increase its military spending, even as both Soviet and
American defense spending declined, and with the
deu sim of using its growing military power to

its infl sbroad. The fruits of these

thevdu:ofdaenelbetwuzhemglobdpowm

MY) the

beginning of the col-

THE lapse of the Soviet
IN POST-COLD empire in 1989 and
WARERAIT IS the emergence of the
LUDICROUS TO United States s the
SPEAKOR PLAVING | 7oL, comomi
THE CHINA ’ culnu-d: and ideo-
AS KISSINGERAND §  1ogical power urtedly
BRZEZINSKI shattered the origi-

ONCE DID. nal rationsle for
Sino-American part-

nership. In the post-

Golqumumludmusmcpuko[phynuzhe

efforts have been apparent in recent years, a8 China, in
the words of Sen. John McCain, has incressingly been
“displaying very aggrestive behavior®—in the South
China Sea, against a newly democrutic Thiwan, and in
& growing propensity to make arms sales to many of
the world’s rogue states.

Under these new circumstances, it would seem to
make little sense to continue pursuirtg the old Cold
‘War policies toward China. Yet remarkably, that is just
what the Bush administration tried to do after 1989,
snd what the purveyors of the bipartisan consensus,
including most recenty the Clinton sdminijstration,
have been trying to do ever since. Even after the Cold
War, the United States mainteined “overriding strate-
gic interests in engaging China,” former secretary of
state James Baker declares in his memoirs, but

China card, as Ki had, to M

here docs he explain exactly what those “overrid-

unbnnedélcnm,oruﬂrmmhhnd,mwmhrSon
et aggression in the Third World. It was no longer pos-
sible to describe U.S.-China relstions s lllsn[ms]
oneself with the weaker of two antagonistic

given the Soviet Union’s free fall and China’s explosive

economic growth.

China itself had appeared to be part of the global
trend toward freedom throughout the 1980s. The
“Four Modernizations” begun under the leadership of
Deng Xinoping in the late 19703 helped produce the
Q:meeewnomcmmckwehwtodq A Chinese
d, calling for 2
‘Fifth Mndenunuon. ﬁ'ee elecnom, and in some

ing strategic interests” are.

In fact, the most common explanations of the
strategic importance of the U.S.-Chins relationship
today are fraught with contradictions. Ametican bun
ness leaders, and their supp in the sdmi
tion and Congress, constantly point to China’s poten-
lin!.lyvmmrketfotAmerinnpods.Buti(ism-ik-
ing how unimpressive the economic numbers reslly
are Lost year, American merchandise exports to China
amounted to §12 lnlhon, about 2 percent of overall

By ican exports to Thiwan,
with popuhuon one-sixticth 33 large 2 the main-
land’s, were $19 billion. Meanwhile, Chins has

d 2 $34 billion trade surplus with the United

openly p A style d
Thwghnwumb)eammmthnmmt.the
i of the di suggested to
myAmmnobuvmthnpdmnlmformmGn-
na was the inevitable next step after Deng’s economic

reforms. '
Themuuaen‘!'unmmen Square in 1989 and
the don of dissid which con-
unnumthhdly,dnhedthaehopuhcwldhudly
have been better timed w force the United States to
reconsider the unplessant bargain it had made with its
conscience in the 1970s. At the same time the old
strategic rationale for the U.S.-China partnership was
vanishing, the Chinese government cast a bright light
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States, enough to send-Patrick Buchanan into fits of
protectionist hysteris. Well might the boosters of the
U.S.-China trade relationship insist, like Rep. Toby
Roth, that “the key is not where China is today. What
is important is where China is headed.” But how
impressive does the future look? Roth boasts that “in
just 15 years, China will be our 13th largest export
marker” Nm"hav'nmnmpulme!

In the late 19th century, many American business-
men succumbed to what some Historians now call “the
myth of the China market.” The businessmen, the
politicians, and the policymakers of the day could see
only the unimaginable bounty that lay in the furure of
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such a populous country—even though carnings in
the near-term proved minuscule and businesses had to
suffer losses in an effort to wheedle their way into the
good graces of the Chinese powers that lled for-

14

in on itsell In the 1970s, the case for strategic partner-
ship with China was that it was necessary to meet the
threat poud by the Soviet Union. Today, it scems,

eignmde.Afullc:nmryhlu,theboumyiuﬁlldu-
sive, but the myth is just as potent.
And today’s proponents of the China trade on
grounds have ad d another 19th-century
nostrum as well: the conviction that increasing u:dc
is the solvent for all the problems of mankind. N
thnmdemlhon:motha,thuheorygoa,mﬂnol
let clashing strategic interests get in the way of making
a buck. After all, Rep. Roth insists, "Economic
strength, not military might, determines the world’s

hip with China is necessary w moet
thethmtpooedbmeSeamo(SmeWmen
Christophier put the case best in his speech on May 17.
He noted the “imporuance of China to our future secu-
rity and well-being.” And what, in addition to the lure
of the market, is that importance? The answer is that
“China can tip the balance in Asia between stability
and conflict.” In other words, we need a good relation-
ship with China b China is dangy Oras
Eizenstat put it, “It is when China’s policies are the
most difficult that engsgement becomes the most

great p todsy.” In y before Congr
recently, Clinton administration official Stuart Eizen-

It’s a nice racket the Chinese have going. By the
current circular logic of Amesican policy, the more
ble the Chinese make—whether in Thiwan, or on

stat defended the 1 of mest-favored-nation sta-

nul'orChmonl.he ds that the * al
p provi oneotthe foundati

for our engag > d y of state

Argues
Peter Tarnoff: “Our economic and commercial rela-
tions incresse China’s stake in cooperating with us and
in complying with international norms.” Robert Dole,
once the mainland’s foe, now agrees: In a May 9
speech, he argued that * ion of most-fs d

trade, or in the South China Ses, or in weapons sales to
rogue states—the harder the United States has to work
to “engage.” There is no dispute on this point now
between the leading figures of both parties. Henry
Kissinger, in an op-ed piece a few weeks ago, declared
that “after Chinese leaders had been pilloried and

nation status {is] the best way 1 promote our long-
term interests in Chins. . . . In Chins, continuing trade
offers the prospect of continuing change.”

Is that true? Few Republicans and conscrvatives
would say that trade will reform Castro’s Cuba. Nor
would they be likely to forget that during the Cold
‘War, the Jackson-Vanik restrictions on trade with the
Soviet Union did not prevent political liberslization.
On the contrary, the denial of most-favored-nation sta-
tus to the Soviets may have encouraged reform by
forcing the C in M to under-
take political liberalization s the prerequisite for eco-
nomic growth.

The view that cconomics is paramount while mili-
tary, strategic, and political issues are of declining
importance—s¢o-called Manchester liberalism—was
mmpant in the 19th and carly 20th centurics, right up
until the outbreak of World War L It is as dangerous »
misconception today 8 it was then. Nevertheless, this
assumption now lies at the heart of American China
policy. We need to engage 30 we can trade, say the
businessmen; yes, say the China experts, and we need
to trade 50 we can engage.

lnthuneuchforlnewuuomleforpmemngl
close relstionship between the United States and
Chins, the adherents of today’s bipartisan consensus
have had to employ such logic constantly. Indeed, the
logic of the U.S.-China relationship today has turned
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h d with for years,” what was needed
now was “a serious strategic and political dialogue, . .
a sustained effort to define 2 common assessment of

the future of Asie” Ch her soon after
his intention to
“develop & more reg-
e coalogue § BY THE CIRCULAR
countries.” The idea LOGIC OF
is that regular con- §| AMERICAN POLICY,
sultations will “facil- § THE MORE
itatte s candid TROUBLE THE
e o e, | CHINESE MAKE, THE
tive means for man- | HARDER WE MUST
aging specific prob- | WORK TO “ENGAGE.”
lems, and allow us to
approach individual
issues within the broader strategic framework of our
overall relstionship.”

We may be forgiven for doubti hether such

undxdulhwdlmlkelblgdlﬁmne.Aﬁulﬂ it’s
not ss if cfforts st assiduous diplomacy haven't been
tried. Aficr the massacre ifi Tiansnmen Square in
1989, President Bush and his secretary of state saw
their main tagk as protecting-the important strategic
relationship with China from American outrage at
Beijing’s massive abuse of individual rights. Accord-
ing to Baker, President Bush's first reaction upon hear-
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ing of the assault at Tiananmen was: *It's going to be
difficult to manage this problem.” And indeed it was,
st Baker's irs amply d Baker
employed precisely the negotisting style that the
China experts insist is the only kind capable of pro-
ducing mulu—qmet negomnons. oo pubhc threats,

finds

15

And yet “the abseace of resolve™ would seem to be
the best characterization of the policy that the Bush
administration and now the Clinton administration
have chosen to pursue toward Chins. When Baker
negotisted with the Chinese during the Bush years, he
dw-yu wuuoutofhuwlyno mkedelr!hnuhc Bush

none of the “ i

50 dmmu:ul, and constant attention to the fact that,
n&kermtu.‘ﬁuuunmuﬂympomtw(du
Chinese}, 30 an iate &

d o
ing the ldmonlhlp, that it was always “seeking ways
to ile our * Little wonder thae,

P’

to Baker, the Chinese “scemed utterly obliv-

balance that nudges them ww-:d [ prd'ened course
without embarrassing them in the process.” Despite
lll d:ul mbde dxplonucy. the Chinese gave Baker

g for his woubles. Chinese officials,
Bukumalh,‘h-dnocompunmon-boutukm;ﬁor
American concessions while simultancously ignoring
my request for ‘visible and positive Chinese steps’ to
make it essier to allay congressional and public anger
md: Beumg, Throughout the four years of the Bush
Baker acknowledges, “the Chinese
relationship essentially treaded water.”

Under present policies, in the years to come the
United States will continue to tread water, or worse.
The truth is, our posture today is, simply, plain old
sppeasement. One bit of praof is that we are not sup-
posed even to use the word “containment” to describe
our policy toward China lest we suggest to the Chinese
that in some way we may consider them sdversaries.
The United States “should not, and will not, adopt &
policy of contminment towards China,® declares
Undersecretary Tarnoff Why not? Because “we would
gain nothing and risk much if China were to b

jous to our concerns.” It is axiomatic that if the United
States enters all negotiations with China with the
mutusl understunding that ultimately Amegican lead-
ers will not allow an estrangement in the relationship,
thmthca:maemﬂmmmutofthcnqvmm

In every relati ions there is a
horse and a rider, Bismarck once noted, and one
should endeavor to be the rider. American policy
toward China today almost guarantees that we will be
the horse. .

How can the United States restore the resolve that
James Baker belicves is so esseatial to effective deal-
ings with China? This weck Congress is debating and
voting on the 1 of most-fi d-nation status
for China. It will surcly pass, and perhaps it ought to.
The fate of US.-China relations should not rest on this
relatively narrow issue. The problem with our Ching
pohqgoeldeepu:hmmple trade rules. Dealing
with an i ingly p | and ambitious China
over the coming years will require a strong and deter-
mdhmwdﬁumhumum:wwmm

isolated and unstable.” In other words, even if it were
necessary to contain Chins, it would be too dangerous
to attempt the task. This is Kissinger's view, a3 well.
Any attempt to pursue & policy of “containment” of

Kusmwhull!ued.u"xdleu'mdlw

ot

Such a ski to woddpowu-
m;h‘befmuvlblelfwmmonmwuknut
the same people who fear 2 policy of “containment”
often boast that China needs the United States more
than the United States needs China. In a trade war, for
instance, Eizenstat argues that “Ching has 2 lot more
to lose than we do.” Like that $34 billion trade sur-
plus, for instance. According to Baker, the Chinese
“need our help to sustain cheir economic »
And Baker, who got nowhere in four years of subtle
d:plomaqmthhmmbelmumnhccmue
understand toughness: “S

e oy

Chins, depending on Chinese behavior.

Still, m 1-favored-nation starus has b a
symbol of Ching’s whip band over us. Our unwilling-
ness to pay what is still a relatively small economic
price in terms of lost trade opportunities; our fear that
any crisis in U.S.-Chinese relations that might result
from denial of most-favored-nation status is wo dan-
mmmk.wmmnmmymﬁonmn
is we, not they, who wili be most likely to blink—thesze
are all gizsble cracks in cur armor the Chinese can
exploit, have exploited, and, indeed, are exploiting.

Thus one can only conclude that before we can
conduct & successful strategy of compeiling China to
“play by the rules of the international system,” in the
words of Bob Dole, we will have to break our addic-
tion to the China-market myth. And that can oaly
comue about if policymakers, econamists, and business-
men begin to look at the hard truth and stop allowing

their & d-mdm:owmdb::

the Chinese, but they und. dit. And the st -aot only A ’s strategic
of resolve in dealing with them can lead to scrious mmmdmthnlbﬂhmmﬁm
raiscalculation on their part.” bencath the yoke.
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Mr. SoLoOMON. Thank you. Mr. Chairman, the main thrust of my
argument today is that the policy of engagement with Communist
China is a failed policy on all fronts, security and foreign policy,
human rights and trade. The behavior of the regime in Beijing is
worse today than it was a year ago and it is worse year by year
by year. It never gets better. The argument that trade and engage-
ment would modify the behavior of the Chinese Communists has
once again failed to hold any water, and you all know it in this
body here today. The examples of abhorrent and dangerous behav-
ior by the dictatorship are too numerous to even cover completely,
so I will name just a few here this morning and yield to some of
my colleagues to further elaborate on them.

First, I am compelled to mention that as we speak, there is a vi-
cious crackdown on dissent taking place in Tibet and we all ought
to keep that in mind as we deliberate this issue and we ought to
be ashamed of ourselves if we do not use everything in our power
to do something about it. We must remember that we are talking
about a Communist dictatorship that commits crimes against its
own people every single day of the year.

Mr. Chairman, the People’s Republic of China represents a grow-
ing threat to the national security interests of this country and you
had better pay attention to that. Backed by its rapidly growing
military power that has more than doubled in the last several
years, the PRC has begun to throw its weight around in East Asia,
bullying our democratic friends in Taiwan, and that was a disgrace,
and acting aggressively in the Spratly Islands, and it goes on and
on.

This should not have surprised anyone, Mr. Chairman. The
People’s Republic of China has been increasing its military budget
by double digits for years now and has been making a concerted
effort to increase its power projection capabilities. That is a fact.
Take the time to research it.

We should be very concerned about recent purchases from Russia
of SU-27 fighters. What do they need those for? And Kilo-class
submarines—what do they need those for? And especially about the
ongoing attempts to acquire SS—18 ICBMs from Russia. What do
they need those for? Ladies and gentlemen, you had better think
about it. What do we think that Communist China is going to do
with these?

The SS-18 issue is especially provocative in light of the recent
veiled threats by a PRC official to bomb Los Angeles. Can you
imagine a superpower even saying such a thing? Just look at the
recent nuclear bomb test that was similar to the bombs exploded
in World War II. I think it was an 80-kiloton, which was equivalent
to a 5.7 magnitude earthquake. That is pretty serious, ladies and
gentlemen.

Turning to proliferation matters, what can we say? Even I, some-
one who actually expects Communist China to misbehave this way
have been amazed at the number of cases of irresponsible prolifera-
tion policy on the part of the PRC in just the past few months, and
I hope you all are following this. Hardly a day goes by when we
do not read about things like Chinese nuclear ring magnet ship-
ments to Pakistan. Have you read about that? Chemical weapons
technology transfers to Iran—have you read about that? Cruise
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missile shipments to Iran—have you read about that? Uranium
processing technology to Iran, plutonium processing technology to
Pakistan, and the list goes on and on.

Go upstairs in the Capitol to our intelligence briefings and just
see what is going on, ladies and gentlemen, and I think every one
of you would change your mind on this issue. These activities mate-
rially contribute to the proliferation of weapons of mass destruc-
tion, directly threaten U.S. troops in the Persian Gulf, violate arms
accords the PRC has signed, and violate several provisions of U.S.
law. How can we go along with countries that violate our own
laws? Mr. Rangel, you spoke to it.

That brings me to this administration’s policy toward Communist
China, which, incidentally, is condoned by too many Republicans in
this Congress, as well, and I will be critical of those Republicans.
In addition to granting MFN, in addition to giving the PRC $800
million of support through the Export-Import Bank in 1995, in ad-
dition to not opposing the $4 billion in multilateral loans to China
every single year to bring in slave-labor goods into this country
that are produced by military-owned corporations, this administra-
tion has flippantly, in my opinion, refused in every case to apply
U.S. law to these outrageous and dangerous cases of proliferation
in the People’s Republic of China.

What we have here, Mr. Chairman, is appeasement, pure and
simple. They may call it “engagement,” just as in the seventies
they called it “detente,” but it is the same thing and we have the
same results, a totalitarian power running amok while showing ab-
solute contempt for U.S. policy. I, for one, am not willing to take
that, and why should not they?

In this atmosphere of appeasement, they know that they can get
away with anything, from threatening our allies, which they have
done, to spreading weapons of mass destruction, which they have
done, to killing their own people, to destroying American jobs with
mercantile trade practices. And it is the on the job issue that our
China policy really hits home. I will let Ms. Pelosi and others speak
to that more in detail.

But once again, our trade deficit with China has skyrocketed. It
is over $34 or $35 billion now. It will hit $40 billion before the year
is out. What do you think that does to jobs in America? You had
better think about it. Meanwhile, we continue to give China carte
blanche in our markets with MFN.

This has got to stop, Mr. Chairman and my colleagues, and
words will not stop it. Rhetoric will not stop it. Sitting down and
talking will not stop it. They need to be shown. We have the eco-
nomic power to bring pressure to bear on these tyrants and we
ought to use it—250 million Americans with the strongest buying
power in the world, that is what you use against them, and they
will sit down and they will talk and they will come to their senses.

Terminating MFN is the first and best place to start, ladies and
gentlemen. When the vast American market for Communist
Chinese goods is shut off, believe me, these greedy dictators will
start to show a little more flexibility. I urge the Subcommittee to

give every consideration to this year’s resolution of disapproval of
MFN for China.
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I would also like to lend my support to the legislation introduced
by my friend, Mr. Cox, that is before your Subcommittee which
would link MFN for China to Taiwan’s entry into the World Trade
Organization. That is only fair. I commend Mr. Cox for his creative
approach to the problem with China and I am going to use every
power I have in the Rules Committee to try to get that legislation
forwarded out of your Subcommittee and to us and onto the floor.

I have introduced legislation which is currently before the Bank-
ing Committee that would attempt to deny multilateral loans to
Communist China until they clean up their act and become respon-
sible, good citizens expected of a world power like them.

The bottom line, Mr. Chairman, is the current situation begs for
a China policy and I urge your firm support of this legislation to
get it to the floor. I am sorry to have taken up so much time.

Thank you very much, Mr. Chairman.

[The prepared statement follows:]
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STATEMENT BEFORE THE WAYS AND MEANS TRADE SUBCOMMITTEE
ON CHINA MFN
REP. GERALD B. SOLOMUN
JUNE 11, 1996

Mr. Chainman and members of the committee,

1 have beon coming before this committee so many years now to talk about this issue it
sccms like deja vu.

1 think you all know my views on this issue, so [ will be brief.

Mr. Chalrman, the main thrust of my argument 1oday is that the policy of engagement
with Communist China har failed.

On all fronts......, security and foreign policy, human rights, and tradc, the behavior of the
regime in Beifing is worse today than it was a year ago.

The argument that trade and engagement will modify the behavior of the Chincse
Communists has, once again, failed to hold any water.

The examples of abhorrent and dangerous bohavior by this di hip arc too
to cover completely, so I will name just a few.

First, 1 must montion Lhat as we speak, there is a vicious crackdown on dissent (aking
place in Tibet, and we alt ought to keep this in mind es we deliberate this issue.

We must remember that we are talking about 8 Communist dictatorship that commits
orimes against its own pooplo cvory day.

Mr. Chairman, we also must remember that the Peoplc’s Republic of China represents a
growing threat to the national security interests of this country.

Backed hy its rapidly growing military power, the PRC has begun to throw its woight
around in Bast Asia, bullying our democratic ftiends on Taiwan and acting aggressively in the
Spraily Tsluuds.

Most of all we should be very concerned about recent attempts to scquire SS-18
Intercontinental Ballistic Missilcs from Russia, which could directly threaten the American
people.

This is especiully provocative in light of the recent veiled threats by a PRC official to
bomb Los Angcles.

Turning to prolifcration matters, well, what can we say?

Hardly a day goes by when we don’t read about things like Chincse nuclear ring magnet

hip 10 Paki , ohemical pons tecchnology fers to Iran....., crulse missike
shipments to Jran....., uranium processing technology 1o Jran....., plutonium processing
technology to Pakistan....... and the list goes on and on.

These activitics materially contribute to (he proliferation of weapons of mass destruction,
directly threaten US troops in the Persian Gulf, violate arms accords the PRC has signed, and
violatc scveral provisions of US law.

Which brings me to our current policy toward Communist China.

In addition to granting MFN....., in addition to giving the PRC $800 million of support
through the Export-Import Bank in 1995....., in addition to not opposing the $4 billion in
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multilateral loang to China every yoar......, the administration has declined, in every case, 10 apply
US law to thess outrageous and dangerous cases of proliferation by the PRC.

This may be called engagement, just as in the 1970s it was called detente, but it is the
same thing and we have the same results:

a totalitarian power running amok while showing absolute contempt for US interests.

And why shouldn’t they? In this auuusphere of engagement at all costs, they know they
can get away with anything, from threatening our allies to spreading weapons of mass
destruction to killing their own people to destroying American jobs with mercantile trade
practices.

And it is on the jobs issuc that our China policy really hits home. Once again, our trade
deficit with China has surged, and now siands at $34 billion.

Mr. Chairman, China docs not grant fair access 10 our goods, period.

Meanwhile, we continue to give China carte blanche in our market with MEFN,

‘This has got 1o stop, Mr, Chuirman. We must stand up for the American worker and
Amcrican interests, and words won't do it.

We have the power, especially the economic power, (0 bring pressure {0 bear on these
tyrants, and we ought {o use it.

Terminating MFN is the first and best place to slart.

‘When the vast Amcrican market for Comnnuuist Chinese goods is shut off, believe me,
these greedy dictators will siart to show more flexibility.

I urge the committce to give its every consideration to this year's resolution of
disapproval of MFN for China which as T understand will be offerod by my fricnd Mr.
Rohrabacher. :

1 would alo like to feind my support to the leglslation introduced by Mr. Cox (hat is
before your subcommittee which would link MFN for China to Tuiwan's entry into the WTO.

1 commend Mr. Cox for his creative approach to the problem of China.

T myself have introduced legislation which is ourruntly before the Bauking commitiee that
would attempt to deny multilateral loans to Communist China.

The bottom line, Mr. Chatrman, is that the current situation begs for & China policy, and I
urge your fine subcommittee to give careful consideration tn alt of these proposals.

I thank the Chairman and the subcommittee for the time.
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Chairman CRaANE. Thank you for your testimony.
Mr. Kolbe.

STATEMENT OF HON. JIM KOLBE, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF ARIZONA

Mr. KoLBE. Thank you, Mr. Chairman.

My remarks will be very short. This is kind of deja vu. We seem
to have this same cast of characters every year before this
Subcommittee. But it is important, and I do appreciate the oppor-
tunity to testify. I also commend you, Mr. Chairman, and this
Subcommittee for holding these hearings. It is important that we
ha\&e these hearings on the issues related to United States-China
trade.

Our economic stake in maintaining trade relationships with
China, is widely known. So, I am going to limit my very brief re-
marks today to the effect which denying China’s most-favored-
nation trade status would have on the issue which polarizes
Congress every year at this time, and that is the issue of promoting
human rights in China.

I strongly support the President’s decision to renew most-
favored-nation status for China, a decision which is also supported
by our likely Republican nominee, Senator Dole. I do so because I
firmly believe that the single most effective tool we as a nation pos-
sess to advance the cause of human rights in China is our power
to influence, and our power to influence changing political condi-
tions in China, is tied very directly to our continued economic
engagement with them.

I disagree with my colleague, the very distinguished Chairman
of the Rules Committee, Mr. Solomon, when he says that nothing
has gotten better. Can anyone deny that conditions are certainly
better than they were during the bizarre years of the cultural revo-
lution of the sixties and seventies, when thousands of people were
executed? It is a much more open society today in China than that.

It is because our ability to influence conditions in China is tied
to our economic engagement that renewal of unconditional MFN is
so critical. We cannot retreat. We cannot hide from the challenges
that face the United States-China relationship, some of which have
been outlined by my colleague here this morning.

We have to use our economic influence to promote meaningful
change within China. Every day and in every way that we engage
China in trade, we are transforming Chinese society from within.
History has demonstrated this time and again, whether it has been
in Korea, whether it has been in Taiwan, whether it has been in
Chile, that economic growth and prosperity does lead to political
freedom. History also teaches us that isolationism and economic
stagnation lead to repression, and North Korea, is a case in point
there.

If we revoke or limit our trade with China, we are going to be
diminishing our ability to promote change in that country. U.S. eco-
nomic sanctions would harm the emerging Chinese private sector
and the dynamic market-oriented provinces in Southern China,
which are remarkably different from the rest of China and which
are the most heavily dependent on trade. This would weaken the
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very forces in Chinese society that are pressing the hardest for real
change in that country.

Perhaps most important, we ought not to forget the impact de-
nial of MFN would have on the fledgling democracies of Taiwan
and Hong Kong, the latter of which next year will be coming under
the Chinese flag. For them, and they have been very clear on this,
loss of MFN for mainland China would be catastrophic and lead to
economic chaos at a critical juncture in their political history.

The United States must remain engaged in China, Mr. Chair-
man. We must continue our daily struggle to promote freedom, in-
dividual liberty, and the institutions of democracy in that country.
Only through engagement are we going to have influence, and only
through influence are we going to promote change.

So, I strongly urge this Subcommittee to keep us engaged by rec-
ommending renewing unconditional MFN for China, and 1 thank
you, Mr. Chairman, for the opportunity to testify.

[The prepared statement follows:]

Thank you very much for the opportunity to testify today. I commend this
Subcommittee for holding hearings on the important issues related to United States-
China Trade. Our economic stake in maintaining trade relationships with China is
well known. Therefore, I will limit my testimony today to the effect which denying
China’s Most-Favored-Nation trade status would have on the very issue which po-
larizes Congress every year at this time—the promotion of human rights in China.

I strongly support the President’s decision to renew Most-Favored-Nation status
for China. I do so because I firmly believe that the single most effective tool we as
a nation possess to advance the cause of human rights in China is our power to in-
fluence. Just as important, our influence on changing political conditions in China
is tied directly to our continued economic engagement with them. Can anyone deny
conditions are better than during the bizarre years of the cultural revolution of the
1900s and early 1970s.

That is why the unconditional renewal of MFN is so critical. We cannot retreat
and hide from the challenges facing U.S-China relations. We must use our economic
influence to promote meaningful change within China. Every day and in every way
that we engage the Chinese in trade, we are transforming Chinese society from
within. History has demonstrated this time and time again—whether in Korea, in
Taiwan, or in Chile—that economic growth and prosperity leads to political freedom.
History also teaches us that isolationism and economic stagnation lead to repres-
sion. North Korea is a case in point.

If we revoke or limit our trade with China we will be diminishing our ability to
promote change. U.S. economic sanctions would harm the emerging Chinese private
sector and the dynamic market-oriented provinces in Southern China, which depend
on trade. This would weaken the very forces in Chinese society pressing hardest for
economic trade. Perhaps most important, we should not forget the impact denial of
MFN would have on the fledgling democracies of Taiwan and Hong Kong. For them,
loss of MFN for mainland China would be catastrophic, leading to economic chaos
at a critical juncture in their political history.

The United States must remain engaged in China. We must continue our daily
struggle to promote freedom, individual liberties, and the institutions of democracy
in China. Only through engagement can we have influence, and only through influ-
ence can we promote change. I strongly urge this Subcommittee to keep us engaged
by recommending renewing unconditional MFN for China.

Thank you again for the opportunity to testify today.

Chairman CRANE. Thank you, Mr. Kolbe.
Ms. Pelosi.

STATEMENT OF HON. NANCY PELOSI, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF CALIFORNIA

Ms. PeLosI. Thank you very much, Mr. Chairman. Mr. Rangel,
happy birthday. Members of the Subcommittee, thank you for the
opportunity to be here today.
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We can all agree that the United States-China relationship is an
important one and that we look forward to a brilliant relationship
with the Chinese people economically, diplomatically, politically,
and culturally. At the same time, I believe that in our international
relationships we must strive to make the world safer, people freer,
and trade fairer. On none of those scores does our United States-
China policy measure up.

I know that many Members of the Subcommittee believe that
trade should not be linked to violations of human rights and pro-
liferation. I disagree. However, 1 am going to focus my remarks
today strictly on the economics of our United States-China trade
policy and relationship.

If we consider the United States-China relationship solely on eco-
nomic grounds, China should not receive unconditional MFN for
three reasons: Lack of market access to U.S. products, violation of
intellectual property rights, and the transfer of technology and pro-
duction to China.

While I intend to discuss trade, I do want to mention the name
of Bao Tong, a courageous dissident in China who was released
from prison after serving his 7-year sentence on May 27, but is now
under house arrest. I wish to associate myself and those of my col-
leagues who work in the daily struggle for human rights in China
with his challenge to the President of China and the Politburo. Mr.
Bao charges them with taking the law into their own hands, by
preventing a prominent voice of party reform and democracy from
emerging lawfully. Even the State Department’s Country Report
for 1995 says that economic reform has not led to political reform
in China.

But back to the trade issues, lack of market access, violation of
intellectual property rights, and technology transfer. The Chinese
government allows only a handful of industries and their products
into China, primarily telecommunications, fertilizer, aerospace,
grain, and some technology. Most goods and services made in
America or developed in America are not allowed there. The em-
phasis of supporters of unconditional most-favored-nation status to
China is always on U.S. exports to China.

I would like to call to the attention of the Subcommittee the
growth of the exports and imports in the past 10 years. It has tri-
pled. At the same time the imports from China have increased 11
times, leading to a $35 billion trade deficit. The trade deficit is ex-
pected to exceed $40 billion in 1996. This is, in one way, attributed
to lack of market access for U.S. products.

Another alarming aspect of this trade is the 4-to-1 ratio of what
we buy from China to what they buy from us. The Chinese ship
one-third of their products as exports to the United States. We ex-
port 2 percent of our products into China. Because of lack of
market access, we cannot export more.

Many people who promote MFN for China unconditionally point
to the number of U.S. jobs tied to United States-China trade. I
have another chart which I want to call to Members’ attention that
is with my statement. We have a $57 billion trade relationship
with China. If you take a comparably sized trade relationship and
look at the number of jobs generated, you will see that we have a
real problem here.
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According to President Clinton’s statement accompanying his re-
quest to renew MFN, exports to China support 170,000 American
jobs. It is, therefore, interesting to note the following. United
States trade with the United- Kingdom is $55.7 billion and it sup-
ports 432,000 American jobs, two-and-a-half times more than Unit-
ed States-China trade. United States-West German trade totaled
$59 billion in 1995 and supported 336,000 U.S. jobs. United States-
South Korean trade totaled $49 billion in 1995, almost $10 billion
less than the United States-China trade, and supported 381,000
American jobs, over twice as many as the United States-China
trade. I hope you will study these numbers and take pause as you
see what our lack of market access is doing to this trade relation-
ship.

As you have heard the $2.3 billion in losses due to the violation
of our intellectual property rights does harm to the American econ-
omy. That $2.3 billion is not even included in the trade deficit that
I mentioned. This Subcommittee is well aware of the movies,
music, and software theft that China is engaged in, so I will not
go into detail on that except to say that I am pleased that Mr.
Rangel is a cosponsor of my bill, which states that the Chinese
must live up to the agreement, not just agree, but must live up to
the intellectual property rights agreement, or the President must
issue sanctions. So, the President must issue sanctions under that
bill unless China lives up to the agreement. No more agreements.
The must live up to already existing agreements.

We are told regularly by economists and labor force specialists
that the future of our economy is our intellectual property, the ge-
nius that rises from the great American freedom of expression and
freedom of thought. In that real way, with their continuing pat-
terns and practice of theft of our intellectual property, the Chinese
are stealing our economic future.

Last, Mr. Chairman, in my statement, I go into some of the prob-
lems about intellectual property theft, the most significant of which
is that it is largely for export. The United States is competing with
its own intellectual property pirated by the Chinese for export from
China to the rest of the world.

I support the administration’s decision to publish a preliminary
sanctions list and commend U.S. Trade Representative Charlene
Barshefsky and Deputy Trade Representative Lee Sands for their
unrelenting efforts to protect U.S. intellectual property rights.

My last point is on technology transfer. We must be concerned
about the harm to our economy of the technology transfer and pro-
duction which is accompanying U.S. sales to China. The Chinese
government demands that American companies wishing to obtain
access to the Chinese market, because most products made in the
United States do not have access, must not only build factories
there but also transfer state-of-the-art technology in order to do so.
The government then misappropriates that technology to build
China’s own industries. The companies have little choice, in light
of the high tariffs for U.S. products to reach the Chinese market-
place.
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A recent Washington Post article entitled “A China Trade
Question: Is It Ready for Rules?” states that, ‘As vital as the
Chinese market is, the appropriation of foreign technology by the
Chinese poses a serious problem for the industrialized world, much
more serious than CD pirating’, said Kenneth DeWoskin, a profes-
sor at the University of Michigan. ‘Think of telecommunications,
automotive, and electronics, as very high technological chemicals.
There is enormous value in that technoﬁ)gy. You are talking about
billions of dollars. When you provide technology to your Chinese
venture, it has to be certified by the Engineering and Design Insti-
tutes, whose job it is to disseminate technology to domestic Chinese
ventures.’

The Chinese Government is building its own industries to the
detriment of the long-term vitality of our industries, and we are
not only letting them do so, we are encouraging this practice.

I call to the attention of the Subcommittee this report, “Jobs on
the Wing,” by the Economic Policy Institute. It reports about the
fact that the Chinese aerospace industry already employs 500,000
workers manufacturing planes in China and pays them an average
of $50 a month. In one example, China is working closely with
McDonnell-Douglas, assembling Western-designed commercial MD-
82-Ss, a co-production deal. It is expected to dramatically increase
Chinese content, reportedly up to 85 percent by the end of the year.
I also call to your attention, once again, the fact that the 737 rear
fuselage and tail sections which American workers produced for
Boeing are now being produced in Xian, China, by workers who
earn $50 a month.

The Chinese Government’s industrial policy of targeting certain
U.S. industries is by no means limited to aerospace, and I go into
more detail in my statement. In the interest of time, I will skip
over that right now, but it relates to General Motors and other
automobile manufacturers opening plants there to make parts,
directly stealing high-paying jobs from American workers.

Technology and production transfer can only resuilt in a loss of
an increasing number of American jobs as we lose our job-intensive
industries to a cheaper, more manipulable work force.

Finally, since this hearing is about MFN, I will say that the an-
nual review for MFN for China can give Congress and the adminis-
tration increased leverage with the Chinese Government. I believe
it is important to review the state of the United States-China rela-
tionship on an annual basis. During the debate, we gauge most
whether U.S. policy is making trade fairer, people freer, and the
world safer. It is a useful legislative vehicle to see if we are making
progress in these areas. One-third of China’s exports come to our
country. Only 2 percent of our exports are allowed in their country.
China will not walk away from the U.S. market access they
desperately need.
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Until the Chinese government plays by the rules, we should not
grant China unconditional most-favored-nation status. I will repeat
one more time that the current policy, which tolerates lack of mar-
ket access, piracy of our intellectual property, and the transfer of
our technology to China does damage to our economy, undermines
our commitment to promoting democratic freedoms, and threatens
our National security. It does harm to the American worker, and
on that basis alone, China should not receive most-favored-nation
status.

Thank you very much, Mr. Chairman.

[The prepared statement and attachments follow:]
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Representative Nancy Pelosi

Subcommittee on Trade
Hearing on MFN for China

June 11, 1996

Chairman Crane and Members of the Subcommittee on Trade, thank
you for the opportunity to appear before you today.

We can all agree right from the start that the U.S.-China
relationship is an important one and that we look forward to a
brilliant future with the people of China, politically,
economically, diplomatically and culturally. At the same time, I
believe that in our international relationships, we must strive to
make the world safer, people freer, and trade fairer.

As you know, there are serious concerns in Congress about a
number of aspects of the U.S.-China relationship. These concerns
fall into the broad categories of trade, proliferation, and human
rights. I know that many of the members of this Committee believe
that trade should not be linked to violations of human rights and
proliferation. I disagree. However, even if we consider the U.S.-
China relationship solely on economic grounds, China should not
receive unconditional MFN.

I will focus my remarks on some Congressional concerns about
the economics of the U.S.-China relationship. The picture, I am
afraid, is not a good one, particularly in light of the lack of
access to the Chinese market for the vast majority of U.S. goods
and services. In my statement I will discuss the trade deficit,
intellectual property rights violations, technology and production
transfer, and MFN.

While I intend to discuss trade, I would first like to bring
to your attention a situation of immediate and pressing concern in
China today. This should be of particular interest to those who
support unconditional MFN and "commercial engagement” arguing that
their way spurs political reform and helps political reformers.

One of China’s most important reformers is Bao Tong, a former
advisor to Zhao Ziyang, the Communist Party chief sacked on the eve
of the June 1989 crackdown. At that time, Bao was charged with
leaking "state secrets”" and imprisoned for seven years. He served
his entire prison term and was released on May 27, but is now under
house arrest under close guard at a guest house near Beijing.

It appears that the Chinese authorities are refusing to allow
Bao Tong to return to his home and, according to this morning’s New
York Times, are preparing instead to keep Bao Tong and his family
under permanent house arrest, in internal exile, without access to
the telephone, to doctors or to lawyers. The Chinese police have
reportedly told Mr. Bao they want him and his family members to
agree to relocate to an unspecified new home to live in what Mr.
Bao called a *"cage® of police supervision and indefinite house
arrest. This information is based on a letter by Bao Tong smuggled
out of China.

The Administration and the business community should exercise
their commitment to supporting reform in China by speaking out now
on behalf of Bao Tong.

Now, I would like to present some basic facts on the U.S.-
China trade relationship in three areas: lack of market access,
intellectual property rights and technology transfer.

Lack of market access:

The Chinese government only allows into China a limited list
of U.S. products -- primarily telecommunications, fertilizer,
aerospace, some engineering, and grain -- and bars market access
for most other U.S. goods and services. The emphasis of supporters
of unconditional Most Favored Nation (MFN) status for China is not
unexpectedly on U.S. exports to China. To understand the U.S.-
China economic relationship, however, we must look at how trade has
grown in both imports and exports.

wWhile overall, U.S. exports to China have tripled in the last
ten years, U.S. imports from China have grown egleven times,
resulting in a trade deficit with China that has grown from $10
miliion in 1985 to $34 billion in 1595. In 1985 China was our 70th
largest deficit trading partner; it is now our second largest
deficit trading partner, second only to Japan. At the current
rate, the U.S. trade deficit with China will likely surpass $41
billion in 1996 and will, within a matter of a few years, surpass
our trade deficit with Japan.

Another alarming feature of this trade pattern is the four-to-
one ratio of what we buy from China as to what they buy from us.
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The U.S. is China’s largest export market, with over gne-third of
their exports coming to our country. Less than 2% of U.S. exports
go to China. At the same time, U.S. exports to other East Asian
markets surpass our exports to China. 1In 1995, for example, U.S.
exports to Taiwan, with 21 million people were $19 billion
(supporting 288,000 U.S. jobs) and to China, with 1.2 billion, were
under $12 billion.

One of the oft-cited statistics of those who favor
unconditional renewal is the size of the overall U.S.-China trade
relationship, which reached $57 billion in 1995. If we look at
other trade relationships of comparable size, we will see that far
more jobs here in the United States result from exports to other
countries than from exports to China. These job statistics are
based on the standard formula that every $1 billion in U.S. exports
supports about 15,000 jobs.

According to President Clinton’'s statement accompanying his
request to renew MFN, "U.S. exports to China support 170,000
American jobs..." It is therefore interesting to note the
following:

* United States-United Kingdom trade totalled $55.7 billion
in 1995 and supported 432,000 American jobs, two and one-
half rimes more jobs than U.S.-China trade.

* U.S.-West German trade totalled $59 billion in 19395 and
supported 336,00 American jobs.
* U.5.-8outh Korean trade totalled $49.5 billion in 1995

and supported 381,000 American jobs, over twice as many
as U.S.-China trade.

The numbers of jobs supported by U.S.-China trade are
important, yet they must be seen in the larger context of jobs lost
through lack of market access, violations of intellectual property
rights and technology and production transfer.

Intellectual Property:
We should all be concerned about the harm to our economy of

the ongoing practice by the Chinese of violating our intellectual
property rights, which is estimated to have cost the U.S. economy
over $2.3 billion in 1995. The trade deficit and jobs numbers do
not include the impact on the U.S. economy of Chinese piracy of
U.S. software, CD’'s, videos, pharmaceuticals, books, movies and
music.

We are told regularly by economists and labor force
specialists that the future of our economy is our intellectual
property -- the genius that arises from our great democratic
tradition of freedom of expression and freedom of thought. 1In that
very real way, with their continuing patterns and practices of
theft of our intellectual property, the Chinese are stealing our
economic future.

In China, it is possible to buy $12,000 of pirated U.S.
software on a CD~-ROM for $10. - Pirated versions of Windows’95 were
available in China as the real thing was released in the U.S. Most
of the production of stolen intellectual property in China is not
for Chinese domestic consumption. Our IP is being stolen and
produced mostly for export. China‘s domestic consumption capacity
of CD’s is only 7 million annually -- and its CD production
capacity is currently 150 million units per year.

The piracy does not stop at software. There are reports of
pirated raw materials -- like integrated circuits from China --
showing up in Paraguay for distribution throughout the Americas.
China‘s piracy of our intellectual property, while barring access
for U.S. products to China’s market, robs American workers of jobs
and undermines our global competitiveness.

1 support the Administration’s decision to publish a
preliminary sanction list and commend U.S. Trade Representative
Charlene Barshefsky and Deputy U.S. Trade Representative Lee Sands
for their unrelenting efforts to protect U.S. intellectual property
rights.

Technology transfer:
We must also be concerned about the harm to our economy of the

technology transfer and production transfer which is accompanying
U.S. investment if China and U.S. sales to China.

The Chinese government demands that companies wishing to
obtain access to the Chinese market not only build factories there,
but also transfer state-of-the-art technology in order to do so.
The government then misappropriates that technology to build
China’s own industries. The companies have little choice, in light
of the high tariffs for their products to reach the Chinese
marketplace. -
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A recent Washipngton Post article, “A China Trade Question: 1Is
It Ready for Rules?" (May 19, 1996), states that

as vital as the Chinese market is, the appropriation of

foreign technology by the Chinese poses a serious problem for

the industrialized world -- "much more serious than CD
pirating, " said Kenneth DeWoskin, a professor at the

University of Michigan and adviser with Coopers & Lybrand’s

China consulting business. "Think of telecommunications,

automotive, electronics, very high technology chemicals --

there’s enormous value in that technology. You're talking
hundreds of billions of dollars."
DeWoskin continued,

"When you provide technology to your Chinese venture, it has

to be certified by one of these research and design

institutes, " he said, °"But unfortunately, those are the same
institutes whose job it is to disseminate technolegy to
domestic ventures."

The Chinese government is building its own industries to the
detriment of the long-term vitality of our industries and we are
not only letting them do this, we are encouraging them in this
practice.

The aerospace industry is an excellent example of the pattern
of technology and production transfer. According to a 1995 study
by the Economic Policy Institute, Jobs on the Wing, the Chinese
aerospace industry already employs 500,000 workers manufacturing
planes in China -- and pays them an average of $50 a month. One
example: China is working closely with McDonnell Douglas
assembling Western-designed commercial aircraft, MD-82s, in a
coproduction deal. The coproduction of MD-90 “"Trunkliners," is
expected to have dramatically increased Chinese content, reportedly
up to 85% by the end of the production run. Several years ago,
Boeing shut down a plant in Wichita, Kansas -- the 737 rear
fuselage and tail sections which American workers produced are now
being produced by workers in Xian, China, who earn $50 a month.

The Chinese government’'s industrial policy of targeting
certain U.S. industries is by no means limited to aerospace.
General Motors, for example, has plans to build parts plants in
China -- plants which it is believed will produce auto parts for
export and will displace American autoworkers.

I understand the position of any given business on the U.S.-
China relationship. Each business is, after all, concerned for its
own bottom line. But we here in Congress are supposed to have a
broader view -- someone is supposed to keep their eye on the public
interest, on the bigger picture -- and the bigger picture here is
neither a pretty nor an encouraging one.

Technology and production transfer can only result in the loss
of an increasing number of American jobs as we lose our job-
intensive industries to a cheaper and more manipulable labor force.
The belief that we have only lost and are only losing our low-wage,
low-skilled jobs to China is a completely fallacious one. The
Chinese government is carefully and calculatedly building its own
economic future by acquiring overtly and covertly, legitimately and
illegally, our technology, our production, and our genius, the very
blueprints of our economy.

Finally, since this hearing is about Most Favored Nation
status for China, I will say that the annual review of MFN for
China can give the Congress and the Administration increased
leverage with the Chinese government. I believe it is an important
opportunity to review the state of the U.S.-China relationship.
During the debate, we must gauge whether U.S. policy is making
trade fairer, people freer, and the world safer. We must
retain the legislative vehicle of MFN as a tool to make significant
progress in these areas. One-third of China’s exports come to our
country, and the Chinese government will not walk away from the
U.S. market access which they so desperately need. The current
policy of unconditional renewal does damage to our economy,
undermines our commitment to promoting democratic freedoms, and
threatens our national security.

Until the Chinese government plays by the rules, we should not
grant China unconditional Most Favored Nation status. :
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U.S. Merchandise Trade
1985-1995

($Millions)

with China;

Year  US.TradeBalance ~ US.Exports  US. Imporfs

-10 - 3,852

3,862

31,535

1995 -33,807 11,748 45,555

Source: US. Department of Commerce
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U.S.-China Trade:
The Status Quo

1995 Trade deficit: $34 Billion
Tariffs:
Avg. U.S. MFN tariff on Chinese goods: 2%

Avg. Chinese MFN tariff on U.S. goods: 35%

Exports:

% of U.S. Exports allowed into China: 2 %

% of Chinese Exports to the U.S.: 33 %
Jobs:

Chinese jobs supported by U.S. trade: 1 0,000,000
U.S. jobs supported by Chinese trade: 1 70,000
Trade Growth:

Exports to China have grown: 3 Times

Imports from China have grown: 11 Times

Representative Nancy Pelosi
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Chairman CrRANE. Thank you, Ms. Pelosi.

Mr. Shaw.

Mr. SHAW. Thank you, Mr, Chairman.

1 am a little concerned that coming into this debate is the imbal-
ance of trade. If that were a consideration in our vote here today,
then we should be talking to Korea and we should be talking to
Japan. We should be talking to many of our trade partners.

I do not think that is a consideration, and I think that to try to
inflame the Congress because of the imbalance of trade is really
going in the wrong direction and is bringing something before this
Subcommittee that is totally irrelevant to the debate that we are
having here.

Ms. PELOSI. May I respond?

Mr. SHAW. Also, in thinking about what has happened in China
over the last 15 to 20 years, the freedoms and the progress that
China has made can be attributed to the many business people
throughout the world who have invested in China, and we find that
coming from a totally structured economy, we see it opening up to
parcels of capitalism.

The capitalism that has taken place in that country, and we have
seen it in Shanghai and particularly down in the south end of
China, has brought about the freedom of the Chinese to be able to
move. They no longer are completely dependent upon the state for
jobs and, therefore, kept within their own community. So they are
enjoying freedom, greater freedom of motion. There are things that
are happening for them.

We can sit here all day and agree that there are abuses of
human rights in China. There is no question about it, and I am in
total agreement with that. But do we really, as the economic power
of the world, want to shut off a country that is composed of such
a high population, and is composed of such a growing economy? Do
we want to penalize ourselves and the workers in this country by
doing this? Do we want to further punish the Chinese by cutting
off any hope they have for freedom?

The generator of what progress they have made is not attributed
to their leaders, it is attributed to trade. Trade is what is making
the difference, and we may not be satisfied with the progress that
we have made, but do we really want to step back in time? Do we
really want to cut off China’s most-favored-nation status in a year
when we are seeing Hong Kong coming into this mix? Do you see
our cutting off Hong Kong, as well?

This is where I would like to focus my attention to Mr. Solomon
and Ms. Pelosi. Do you feel that Hong Kong would be an exception
or do you feel that Hong Kong also would be cutoff? Mr. Solomon?

Mr. SOLOMON. Let me respond first, Mr. Shaw, by saying I was
a little surprised to hear you say that trade is not the issue that
is before us on this bill.

Mr. SHAw. I said the balance of trade is not.

Mr. SOLOMON. Let me just say, I have spent the last several
months defending your Subcommittee against those other standing
Committees that would like to usurp your authority on the trade
issues, the Foreign Affairs Committee, the National Security
Committee——
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Mr. SHAW. I do not think that is an issue, either, Mr. Solomon,
but for that we are very grateful.

Mr. SOLOMON. So, we want to continue to defend your rights on
the issue of trade.

Mr. SHAW. Thank you.

Mr. SoLoMON. However, let me just say something to you. There
is nothing like the buying power of the American people. We do
have the highest standard of living in the world, and we ought to
be using it.

American foreign policy, whether there is a Republican or a
Democrat in the White House, has always been to defend and en-
courage democracies around the world but never to insert ourselves
militarily. But, we can use our buying power in this world to cor-
rect this problem,

I can tell you right now that we are being discriminated against.
The General Electric Co. is being discriminated against in selling
their steam turbines to China and other countries. We need to sit
gown. We need to use that buying power. Your Subcommittee can

o it.

We would not be cutting off MFN for China indefinitely. You can
do it for 30 or 60 days, or for 3 months. If you did it for 1 day,
you would see them come rushing to the table and we would re-
solve a many of these problems and it would result in Chinese peo-
ple being treated like decent human beings in the future, and that
is what this is all about.

Mr. SHAW. Ms. Pelosi.

Ms. PeELosl. If I may respond, Mr. Shaw, you asked some
very——

Mr. SHAW. If you could comment on what to do about Hong
Kong, I would appreciate it.

Ms. PeELosI. Yes, I will be pleased to do that, but first, I want
to address your statement about the deficit. You said you did not
think it was appropriate for us to bring up the trade deficit as an
issue. 1 disagree, respectfully, and want to call to your attention
the growth of the trade deficit. Actually, we have been having this
debate for 7 years but this chart shows it for the last 10 years.

Mr. SHAW. I understand that, but is it part of the Jackson-
Vanik? Is it involved in that? Is that supposed to be involved? Look
at the statute. Does the statute say anything about the balance of
trade? I think not. I think it talks about human rights.

Ms. PELOSI. When we talk about human rights, you say they
should not be linked. But I want to emphasize the trade deficit, be-
cause the fact that we lack market access into China is a very sig-
nificant reason why the deficit has grown. While our exports to
China have grown over the last 10 years 3 times, the imports from
China to the United States have grown 11 times.

Accompanying the lack of market access and the high tariffs of
our products, if they were allowed into China, is the transfer of
technology, people who want to build factories there must transfer
their technology. The technology is then misappropriated into other
Chinese industries.

This Subcommittee has a responsibility to the American economy
and to the American work force. We cannot hide behind chapter
and verse of a bill to say that we will not consider what is happen-
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ing in this trade relationship when Members of this Subcommittee
and those who advocate not using MFN as a tool always point to
the number of U.S. jobs that are tied to United States-China trade,
indeed, they are doing so even here this morning.

You mentioned South Korea, I have a chart that I handed out
with my statement which points to the fact that our trade relation-
ship with South Korea is almost $50 billion. China’s is $57 billion.
The number of jobs that spring from the United States-China rela-
tionship are 175,500 jobs———

Mr. SHAW. Reclaiming my time, which has expired, long
expired——

Ms. PELOSI [continuing]. While the number of jobs that spring
from South Korea are 381,000. We are, indeed, just about in
balance with Seuth Korea.

Mr. SHaw. Ms. Pelosi, I have asked a question which has not
been answered and my time has expired.

Mr. SOLOMON. Mr. Shaw, could 1 respond in one sentence?

Mr. SHaw. In closing, I would like the record to be very clear
that the legislation about which this hearing is being held talks
about human rights as reflected in the immigration policy of China
and it does not speak to these other things that maybe we should
have hearings on on a global basis, but it is not a subjeet of this
hearing. Thank you. !

Chairman CRANE. Mr. Houghton.

Mr. SoLoMON. Mr. Shaw, would you yield just for a one-sentence
answer to your question? You had proposed the question to me. I
guess I did not specifically answer it, but we all know that Hong
Kong does not become a part of China until next year. It is irrele-
vant to the cutoff of MFN this year.

Ms. PELOSI. Further to Mr. Shaw, I think that MFN is not going
to be cutoff. You know there is no chance of overriding a
Presidential veto. But everyone who tells you that, because of
Taiwan and Hong Kong, we should not revoke MFN, many of those
same people say to us, keep up the debate. They know MFN is not
going to be revoked.

Chairman CrRaNE. Mr. Houghton.

Mr. HOUGHTON. Thank you, Mr. Chairman.

China is a better friend than it is an enemy. Therefore, how can
we maintain our friendship and develop it over the years without
using a sledgehammer? Obviously, we are not going to disavow
Japan and take away their most-favored-nation status, and if I un-
derstand it correctly, in 1974 with the Jackson-Vanik amendment,
they took the nonmarket economies and lumped them together.

But very similar conditions, irrespective of the technical reasons
there, exist with Japan and China. We have a trade deficit, I would
imagine, between $40 and $60 billion year after year after year
with Japan, but we are not thinking of extracting ourselves from
that particular relationship. So, there must be other ways of get-
ting at this rather than falling back on the most-favored-nation
situation.

Also, there was a man called Pei, Professor Minxin Pei of Prince-
ton University, who indicated that—and he was a member of the
group that was there in Tiananmen Square. He said the institu-
tional foundations of a genuine democracy are slowly taking shape,
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so the question is, how do we help them foster it, without being
rather abrupt and unnecessarily decisive as far as the most-
favored-nation issue?

Ms. PELOSI. Is it to me? I thank the gentleman for his very
comprehensive question.

First of all, getting to your first point about China being a better
friend than an—did you use the word adversary or enemy? I start-
ed my remarks by saying that we look forward to a brilliant future
with the Chinese people in every way and that it is an important
relationship. Let me also say that without putting a scale out there
to say whether it is better or worse, China is engaged in activities
in violation of many of our agreements, whether they relate to the
proliferation of weapons of mass destruction, the transfer of nu-
clear technology to unsafeguarded states, or the transfer of cruise
missiles and other missile technology to unsafeguarded states,
making the world a less safe place.

At the same time the United States has an embargo on Iran and
it wants to have a secondary boycott on countries doing business
with Iran, we turn our head away from the transfer of cruise mis-
siles by China—and this is undisputed, this is not even in doubt—
to Iran, as well as to other dangerous technologies.

In terms of human rights and Jackson-Vanik, and this addresses
something Mr. Kolbe said about the Cultural Revolution, what we
should be comparing China’s human rights situation to is not the
cultural revolution—we were not engaged then—but to the last 10
years, when we have had this policy of engagement. In that period
of time, even by the State Department’s own Country Report,
economic reform has not led to political reform.

So, while I know that this Congress is not going to cut off most-
favored-nation status to China, I believe that it would be in the
best interest of those who criticize the annual debate to come up
with some alternative. I think the burden is with those who say,
let us not use this for leverage.

I believe that if the Chinese ever thought for 1 minute that their
access to the U.S. market for one-third of their exports was in jeop-
ardy, it would have a positive impact on the rights of freedom and
the rule of law in China. Right now, the rule of law in China does
not exist, and that is not helpful to U.S. companies trying to do
business there. The chickens will come home to roost, and unfortu-
nately, the American workers are the ones who are going to have
to pay the price.

Mr. HOUGHTON. If I could just interrupt a minute, Ms. Pelosi, I
guess there are three basic issues here. One is trade, the other is
weapons, and the third is human rights. It seems to me that they
are all important, they affect all of us in our daily lives, and they
should be looked at, but rather than throwing the whole cloak of
most-favored-nation over it, can we not deal with those as we do
with other countries, on an individual basis?

Ms. PELOSI. Mr. Houghton, each year, since the Tiananmen
Square massacre, many of us have proposed alternatives to revoca-
tion of MFN. Mr. Solomon has been the leader in the revocation
fight, but many of us have proposed conditional renewal with very
generous opportunities for China to make overall significant
progress. We proposed targeted revocation on products made by the
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People’s Liberation Army because of the smuggling, and at that
time legal but inappropriate sale of weapons into the United
States. As you know, the smuggling continues. We were trying, at
the time, to get at those businesses that were owned by the
Chinese military.

We have proposed discrete and targeted approaches which have
not been accepted by opponents to revocation of MFN. We have
tried for many years, tabling the MFN issue, and instead support-
ing a framework for diplomatic relations with China, but that was
not embraced by those who oppose MFN for China. Some Members
of Congress voted for it but that did not help us get it through the
Senate, and therefore that legislation did not exist. So, we have
tried for more discrete approaches, but they have not been well
received.

To address Mr. Shaw’s question about Hong Kong. The people in
Hong Kong, of course depend on MFN, but they also depend on our
speaking out each year using as much leverage as possible for
democratic reform. None of us wish to be associated with the di-
minishing of human rights and freedom in the parts of China that
it does exist, Hong Kong and Taiwan.

Chairman CRANE. I want to thank the witnesses for their testi-
mony. We have at least one vote coming up, so the Subcommittee
will stand in recess until either the one or two votes are behind us,
and then we will call upon our next panel to testify. I want to
thank you all for your testimony.

Ms. PELOSI. Thank you, Mr. Chairman.

[Recess.]

Chairman CRANE. Will everyone please be seated.

I want to welcome Ambassador Barshefsky and Ambassador
Lord. We are looking forward to your testimony. Again, I know you
have some tight time constraints, too, so if you can try and con-
dense your opening remarks to 5 minutes, we can assure you that
any printed statements will be a part of the permanent record.

With that, I would like to yield to Ambassador Barshefsky.

STATEMENT OF HON. CHARLENE BARSHEFSKY, ACTING U.S.
TRADE REPRESENTATIVE, OFFICE OF THE U.S. TRADE
REPRESENTATIVE

Ms. BARSHEFSKY. Thank you so much, Mr. Chairman. It is a
pleasure to be here today before you.

I would like to discuss the United States-China relationship
briefly. I know Ambassador Lord is going to discuss that in further
detail. I would like to focus in particular on the question of intellec-
tual property rights, which so many of the members have men-
tioned. ‘

It is an understatement to say that the United States-China rela-
tionship is complex and multifaceted. America has a range of issues
with China that go far beyond trade. We have a deep and abiding
interest in human rights and are critical when basic international
norms are not met. We have continuing concerns in areas ranging
from nonproliferation to environmental concerns and increasingly,
of course, trade plays an essential role in the relationship.
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China is the world’s fastest-growing major economy, already pos-
sessing the world’s largest population. By early next century, China
may have the world’s largest economy.

On Friday, the President sent to Congress the formal waiver rec-
ommending extension of unconditional MFN to China for another
year. U.S. interests in China are best promoted, we believe, if we
maintain MFN as the foundation for our trade relationship.

Mr. Chairman and Members of the Subcommittee, we will never
achieve China’s full integration into the international community
by building walls that divide us. The most repressive periods in
modern Chinese history did not occur in times of open exchange.
They occurred in times of isolation. President Clinton believes we
must remain engaged with China, and Ambassador Lord will re-
view this in some detail. But, let me be clear by what we mean by
engagement.

President Clinton came to office with the view that engagement
with China does not mean ignoring our differences. It means that
we actively engage China to resolve our differences and it means
protecting our interests when consultations are not fruitful, and
that brings me to the intellectual property rights issue.

As you are aware, last month, the United States announced the
publication of a $3 billion preliminary retaliation list targeting
Chinese exports to the United States for China’s failure satisfac-
torily to implement the 1995 Intellectual Property Rights Enforce-
ment Agreement. Barring satisfactory implementation of the agree-
ment by China, a final list of approximately $2 billion will go into
effect on June 17.

We do not take the move toward retaliation lightly. China has
taken certain actions to improve IPR protection, particularly in
cleaning up its retail market and in establishing a nationwide en-
forcement structure. Where Chinese officials have demonstrated re-
solve, as in Shanghai, they have shown that piracy can be brought
under control.

Despite these improvements, China has not enforced key areas
of the agreement, including halting piracy at its source. Last year,
China exported approximately 50 million pirated CDs, CD-ROMs,
VCDs, and LDs to the world. Today in Hong Kong and elsewhere,
$10,000 software packages can be purchased for as little as $5.
Pirate versions of Microsoft’s Windows 95 were on sale in China be-
fore it was officially introduced. Motion pictures are often pirated
zénd available on VCD before they are released in the United

tates.

The effect of this activity on the U.S. economy is clear. U.S. copy-
right industries alone represent more than 5 percent of the U.S.
work force, roughly equal to the U.S. auto industry, and are grow-
ing at three times the rate of the rest of the economy. When China
pirates American products, it denies the ideas, the enterprise, and
the jobs of these American companies and the workers they
employ.

China must take four key actions to remedy the current IPR sit-
uation and implement the agreement. It must first close or clean
up the CD factories.

Second, it must intensify enforcement in areas where piracy is
rampant, such as Guangdong Province.



41

Third, it must take effective action to curb piracy at its borders,
particularly seizures of bulk cargo shipments.

And finally, China must permit market access for U.S. computer
software, sound recording, and motion picture products and
companies.

China knows exactly what it must do to get back on the compli-
ance track. I am pleased to say that we can confirm China has
closed some factories. Has it done enough yet? No. The issue is for
China to take further concrete and verifiable action to reduce
piracy at its source and at its borders.

Let me make two final points on this issue. First, the United
States has gone the extra mile to help solve the problem. Since the
signing of the agreement last year, we have sent nine delegations
to China. We have had more than 30 high-level consultations and
our government agencies and private industry have provided mas-
sg{e technical assistance to China to assist it in its enforcement
efforts.

Second, we are not asking China to do anything more than what
it already agreed to do 14 months ago. This administration will en-
force trade agreements entered into and China can be no exception.

Mr. Chairman, the benefits of the United States-China relation-
ship are important for both countries and must run in both direc-
tions. Renewal of MFN by the Congress, as well as continued en-
gagement with the Chinese, is the United States contribution to
that mutual relationship. China’s contribution must be to open its
markets, to adhere to international norms, and to become a respon-
sible international player. Thank you very much.

[The prepared statement follows:]
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Testimony Before
The House Ways and Means Trade Subcommittee
Ambassador Charlene Barshefsky
June 11, 1996

Mr. Chairman, it is a pleasure to appear before the Subcommittee today to discuss the
U.S.-China relationship and the question of intellectual property rights enforcement.

It is an understatement to say that the U.S.-China relationship is complex and
multifaceted. America has a range of issues with China that go far beyond trade. We have a deep
and abiding interest in human rights, and are critical when basic international norms are not met.
We have continuing concems in areas ranging from non-proliferation to environmental
protection. And increasingly, trade plays a central roie in our relationship.

Make no mistake about it. Americans have a commercial stake in China. At least
160,000 Americans owe their jobs to U.S. exports to China. Just as we should not make
apologies for China, we should not apologize for our economic interest in China.

China is the world's fastest growing major economy, with annual growth rates of more
than 10 percent for each of the past four years -- and average growth rates of greater than 7
percent for each of the past fourteen years. Already possessing the world's largest population, by
early in the next century, China may have the world's largest economy.

On May 31, the President sent to Congress the formal waiver recommending extension of
unconditional MFN to China for another year. The United States’ interests in China are best
promoted if we maintain MFN as the foundation for our trade relationship.

Mr. Chairman, we will never achieve China’s full integration into the international
community by building walls that divide us. The most repressive periods in modemn Chinese
history did not occur in times of open exchange -- they occurred in times of isolation. President
Clinton believes we must remain engaged with China.

But let me be clear about what we mean by engagement. President Clinton came to
office with the strong view that engagement with China does not mean ignoring our differences.
It means we actively engage China to resofve our differences and it means protecting our
interests when consultations are not fruitful.

When the President decided to delink human rights and MFN two years ago, he said that
we were prepared 10 use a whole array of legislative and administrative methods to address
specific issues with China. With respect to trade, as the President has repeatedly said, we
welcome foreign products, but insist that our products be treated fairly overseas. When other
countries do not live up to their obligations, we will take action. More than three years ago the
President affirmed that, “We must enforce our trade laws and our trade agreements with all the
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tools and energy at our disposal.” We have used all of the tools at our disposal to open China’s
market.

One area of immediate difficulty, of course, is China’s lack of satisfactory
implementation of the 1995 [ntellectual Property Rights Enforcement Agreement.

Mr. Chairman, as you are well aware, last month the United States announced the
publication of a $3 billion preliminary retaliation list targeting Chinese exports to the United
States. This action set in motion a 30 day clock before final action occurs. Last week, USTR
held public hearings on the retaliation list, and we appreciated the range of comments from
individuals and companies that we received. We are currently preparing a final list with a value
of approximately $2 billion -- a figure commensurate with the damage inflicted on U.S.
industries. Barring satisfactory implementation of the IPR Enforcement Agreement by China,
the final list will go into effect on June 17.

We do not take the move toward retaliation lightly. China has taken certain actions to
improve PR protection particularly in the retail sector. Over the past year, China has carried out
more than 4000 raids and destroyed approximately 2 million pirated CDs, and hundreds of
thousands of pirated books, audio cassettes, and trademarks. Some IPR court cases involving
foreign rightholders have also been resolved successfully over the past year.

China has also established a nationwide IPR enforcement structure as required under the
Agreement -- a system of more than 30 provincial and municipal level task forces comprised of
enforcement agencies and the police. The system -- designed to target piracy, levy stiff fines,
and remand infringers for criminal prosecution -- is working in some localities. In Shanghai, for
example, officials have made IPR protection a priority and have taken effective action to clean-
up the city’s markets. Clearly, where Chinese off